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This report responds to Chairman St Germain’s request that we review 
administrative expenses of select.ed federal regulatory agencies for 
financial institutions and to the Chairman’s subsequent request that we 
share the results of this review with the Subcommittee on General Over- 
sight and Investigations. As agreed with your offices, we limited our 
review to the Federal Home Loan Bank Board (FHLBB) and the Board of 
Governors of the Federal Reserve System, known as the Federal Reserve 
Board (FRB). Our objectives were to review policies and procedures gov- 
erning administrat.ive expenditures and compliance with t.hem, identify 
and contrast applicable laws and regulations, determine budget and 
related disclosure processes and summarize reported administrative 
expenses for 1985 and 1986. In addition, we were asked to eva1uat.e 
whether staff salaries or other expenses of either board were paid for 
by district banks or others. 

The Congress created the Federal Home Loan Bank System and the Fed- 
eral Reserve System to be the nation’s home mortgage lender and central 
bank, respectively. Each system has a governing board based in Wash- 
ington, D.C., and 12 district banks. Among other services, the Federal 
Reserve district banks clear checks for, extend credit to, and provide 
currency for banks. They also issue and redeem U.S. securities. The 
FHLBR district banks maintain reserves for their member savings and 
loan associations and make loans to members from those reserves. Since 
1985, the FHLBB district banks have also examined and supervised feder- 
ally chartered savings and loan associations. Although neither FIILBB nor 
FRB receives funds from the U.S. Treasury, they are both subject to con- 
gressional oversight. 

However, there are some differences in the operation of the two sys- 
tems. FRB has greater latitude in its internal administrat,ive operat.ions 
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than does FHLBB. FRB is not required to submit its budget to the Congress, 
its employees are not subject to Office of Personnel Management (om) 
rules, nor does it have to follow federal acquisition regulations. While 
FHLBB is required to adhere to these requirements, FRB had chosen volun- 
tarily to follow federal policies and requirement.s, or their basic intent, 
related to acquisition, travel, and salaries. 

Based on our review, we found that FHLBB illegally augmented it,s budget 
in 1985 and 1986. It. allowed its district banks to pay the costs of some 
travel, salaries, and consultant st,udies. These three types of expendi- 
tures are “administrative” expenses which are limited by the Congress 
and must be disclosed to it. In 1985 and 1986, the district banks paid 
approximately $501,000 for salaries and travel, all of which the FHLBB 

should have paid. They paid about $608,000 for consultant studies 
which involved FMLBB functions or responsibilities to a significant degree 
and may also have benefited the banks. FHLBB should have paid for the 
studies, except for that portion of each st.udy that related solely to the 
needs and responsibilities of the banks. 

With the exceptions noted above for FHLBB, we found that the internal 
policies and procedures for administrative expenditures were generally 
adequate at each board. We are making recommendations to the FHLHB to 
reduce the potential for recurrences of illegal budget, augmentation and 
to provide more accurate reporting of administrative expenses to the 
Congress. 

In response to the Chairman’s request, appendixes to t.his report provide 
more detailed information on budgeting, disclosure, and oversight 
(appendix I); acquisition policy (appendix II); travel policy (appendix 
III); salary policy (appendix IV); and reported administ.rative expenses 
(appendixes V to VII). 

Scope and 
Methodology 

To fulfill the Chairman’s request, we examined legal requirements and 
activities related to administrative expenditures at FHLBB and FRB for 
1985 and 1986. Our examination included budget processes, review 
mechanisms, and policies and regulations and their execution at each 
agency. As agreed with your offices, administ.rative expenses were 
broadly defined as salaries, benefits, travel, and personal and other ser- 
vice contracts. We also agreed to include Federal Savings and Loan 
Insurance Corporation (FSLIC) (which insures deposits up to $100,000 at 
most savings and loan associations) travel and contract activities as part 
of the scope of our work because FHLBB administers these activities, as 
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well as others such as accounting and budgeting, for FSLIC. We per- 
formed our review from January 1987 to August 1987 in accordance 
with generally accepted government auditing standards. 

FHLBB Illegally Congressional appropriations limit the amount that FHLBB may spend 

Augmented Its Budget 
annually on administrative expenses; however, FHLBB has augmented its 
budget authority by permitting others to pay some administrative 
expenses on its behalf. The Congress was neither given the opportunity 
to approve these activities nor made aware of their costs. As discussed 
below, this practice resulted in the illegal augmentation of funds for 
travel, salaries, and special studies.’ 

Although FHLBB does not obtain funds to conduct its administrative 
operations and other activities from the general fund of the U.S. Trea- 
sury (as most federal agencies do), FHLBB operates much like a typical 
federal agency. It is subject to appropriation limits, Office of Manage- 
ment and Budget (OMB) budget reviews,:! and federal regulations. Thus, 
even though FHLBB receives operating funds from assessments made 
against the district banks, FSLIC, or insurance and special assessment 
premiums on insured institutions, FHLBB is required to have a valid 
appropriation in order to use these moneys to pay for administrative 
expenses. 

FHLBB’S budget augmentation was primarily accomplished t,hrough the 
“shared expense fund” which the district. banks established to pay 
expenses that benefited all banks. FHLBB was aware of the fund’s budget 
and was, therefore, aware of plans to pay for some expenses which nor- 
mally would have been subject to the congressionally imposed limitation 
on administrative expenses. Table 1 contains data on the shared expense 
fund for 1985 and 1986. 

‘This practice is similar to one we reported in 1977. See Examination of Financial Statements of the 
Federal Home Loan Banking System: 4 Favorable Opinion but Some Management Problems (KID-77- 
1.5, October 2.5, 1977). At that time. FHLBB told the Congress it would discontinue the practice. How- 
ever, policies remained in place which enabled such practices to continue. 

‘The Competitive Equality Banking Act of 1987. enacted on August 10, 1987, provides that any 
assessments and other moneys received by FHLBB and FSLIC will not be subject to apportionment by 
OMB. 
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Table 1: Shared Expense Fund Activities 
for 1985 and 1986 Activity 1985 1986 

Presidents’ meetings 
.-- 

$124,925 $119,138 --. ~.----~ 
Other meetings and conferences 19,347 63457 1 .-___-...-- 
Studies 465,767 572 921 

Other 

Total 
90,954 23,995 ___- 

$700,993 $779,511 

Source FHLBB, Offlce of Dtstrict Banks 

Travel FHLBB’S approved budget included $560,000 and $1,030,000 for 1985 
and 1986, respectively, for the travel expenses of board members and 
employees. However, during these 2 years, $368,000 in travel expenses 
for FHLRR members and employees was paid by the district banks’ 
shared expense fund, individual district banks, the Federal Home Loan 
Mortgage Corporation (FHLX), and the Office of Finance, the fiscal 
office of the district banks. FHLRB considered its acceptance of travel 
expenses from others proper on the basis of a 1984 opinion from its gen- 
eral counsel. The FHLBB general counsel maintained that the bank board 
had “limited gift aut.hority” under 12 U.S.C. 1701~ to accept lodging and 
meals from others.:’ 

In late 1986, there was extensive publicity regarding travel expenses for 
some FIILBB officials which were paid by district banks and others. As a 
result, the FHLBB Chairman directed, in an order dated December 4, 
1986, that all travel expenses be paid from funds approved by the Con- 
gress. He specifically prohibited accepting travel payments from the dis- 
trict banks, entities of the banks, and FHLMC. FHLBB reaffirmed this 
action by stating in its February 1987 Financial Integrity Act report to 
the President that it discontinued the practice of permitting its district 
banks or other bank system entities to pay FIILBB travel expenses. 

In response to a congressional inquiry, the Comptroller General issued a 
decision on March 2, 1987, regarding FHLBB’S travel expenses paid by the 
shared expense fund. The opinion stated that “neither the Board nor its 
officers and employees have the legal authority to accept payment or 
reimbursement from the Banks for the travel-related administrative 
expenses of Board personnel.” 

“Agency-specific laws provide such “limited gift authority” under which government agencies can 
accept gifts. bequeaths, etc., and use them in carrying out their missions. 
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To determine FHLHB’S compliance with its Chairman’s 1986 order, we 
reviewed budgets, invoices, and correspondence and interviewed offi- 
cials at three bank system entities: the Chicago District Bank, the Office 
of Finance, and FHLMC. We found no indication in the selected 1987 
transactions which we reviewed that those entities had paid FIILRR 

travel expenses after the order was issued. We limited our follow-up to 
these three entities because they had paid FHLBK travel expenses in 1985 
and 1986. 

Salaries On four occasions from November 1985 to December 1986, the FIILHB 
Chairman temporarily filled management vacancies at FEILR13 and FSLIC 

w&h district bank employees who continued to be paid by their district 
banks. E’HLRB justified these appointments, which lasted for periods of 4 
months to 18 months, on the basis that a crisis existed in the savings 
and loan industry and that qualified appointees were needed to manage 
the crisis. Although FHLRR believes that it was appropriate for the banks 
t,o continue paying the employees’ salaries, we disagree and believe that 
the payment of salaries by the banks was an illegal augmentation of 
FIILIHI’S authorization for funding. Normally, two of the three positions 
would be filled at the senior executive service level and one at the fed- 
eral grade 15 level. The federally authorized salaries for these positions 
would range from $52~000 to $69,000. The salaries paid to each of these 
individuals by the banks ranged from $100,000 to $140,000. 

The management positions and dates they were filled with bank employ- 
ees are as follows: 

l Director, ~‘SLIC, from November 1985 to May 1986, and again from May 
1986 to .June 1987; 

l Director, FIILIW Office of Policy and Economic Research, from January 
1986 t.o June 1987; and 

l Director, FSLIC: Office of h/lugers and Acquisitions, from December 1986 
t.o March 1987. 

Although FIILHB disclosed the executive-level appointments to its appro- 
priation subcommittees and through news releases, it did not provide 
information on the salary arrangements. 

We requested FIKBB’S comments on the justification and propriet,y of 
these appointments and payment of salaries by the banks. In a July 31: 
1987, letter, FIILI~B’S general counsel contended that the appointments 
and payment of salaries of these bank employees were proper under the 
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broad statutory delegation of authority given FHLBB in 12 USC. 1437(a) 
and, therefore, were not illegal augmentations of FHLBR'S funding 
authorization. Further, he st.ated that the fact that FHLBB had budgeted 
funds for the posit.ions in question did not preclude FHLBB from 
appointing district bank or bank system employees on an interim basis. 
He also stated that to hold that such employees must leave the payrolls 
of the district banks and be employed and paid directly by FHLBB would 
be contrary to a long-standing practice and apparent congressional 
intent. 

We disagree with FHLBB'S position and find that FHLBB illegally aug- 
mented congressionally appropriated funds. The Congress annually 
authorizes the level of spending for the administrative expenses of 
FHLBB and FSLIC, including salary costs. In effect, the acceptance of the 
services of employees paid by the district banks to perform the func- 
tions and responsibilities of FHLBB and FSLIC officers and employees, the 
salaries for which t,he Congress established spending limits, would allow 
FHLBB to exceed the congressionally authorized spending level. Because 
district banks paid the salaries, the funds that would and should have 
been used to pay the salaries of FHLBB or FSLIC officers and employees 
were not used for this purpose. 

Such an augmentation of appropriated funds is not permissible without 
express statutory authority as was outlined in the Comptroller General’s 
March 2, 1987, decision. In our view! 12 U.S.C. 1437(a), which allows 
FHLBB to delegate certain functions to its officers, employees, or agents, 
cannot be interpreted as the kind of express statutory provision that 
would authorize such augmentations. Consequently, we believe that 
payment by the banks of salaries for individuals exclusively carrying 
out FHLBB or FSLIC responsibilities constit.utes an illegal augment.ation of 
appropriations since moneys are included for the salaries in the FHLBH 

and FSLIC appropriations. 

Special Studies FHLBB'S annual budget includes funds for special studies and profes- 
sional services, as well as for its Office of Policy and Economic 
Research.3 For example, in 1986, the amount budgeted was about 
$1,400,000. At the same time, the bank presidents approved, with the 
FHLBB Chairman’s knowledge, paying (through the shared expense fund) 

‘This office is responsible for policy and economic analyses in the areas of general economic develop- 
ment, capital and mortgage markets, housing, the savings and loan industry and competing financial 
intermediaries, as well as for matters relating to FHLBB legislation, regulations, and policies. 
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for studies which analyzed FHLBB activities and which included recom- 
mendations for improving FIILBB operations. We also found that this 
practice occurred in prior years. 

We identified the following studies conducted during 1985 and 1986 
which were paid for by the district banks. 

l A Booz, Allen & Hamilton, Inc., study requested by the former Chair- 
man, which cost $308,900, of which about $283,000 was paid for in 
1986 and $25,900 in 1987. This 1986 study examined the organizational 
structure, processes, and controls of FHLBB, FSLIC, and the district banks, 
and made recommendations for improvements. 

l A Touche Ross & Company study of FHLBB'S data processing needs. 
FHLBB'S Director of Informat.ion Systems Division approved invoices 
totaling $94,700 for this 1985 contract. 

l An SRI International management study of FHLBB functions. This study 
made numerous recommendations, including one that field examiners be 
transferred from FHLBB to the district banks, a change which was initi- 
ated in July 1985. The 1984 to 1985 study cost almost $553,000, about 
$323,000 of which was paid for in 1984 and $230,000 in 1985. 

We requested FIILHR’S comments on the use of the shared fund to finance 
the above activities. In a July 1987 letter, FHLBB’S general counsel stated 
that the shared expense fund was established and cont.rolled by the 
banks, and all expenses paid from that fund were limited to expenses 
which benefit,ed all banks. He noted that the district banks discontinued 
the shared expense fund entirely in October 1986. In regard to the three 
studies we cited, he stated that because FHLBB members who served dur- 
ing the time periods involved are no longer in office, it was “difficult to 
determine all the circumst,ances that led to those studies and activities. 
Whether they [the studies] were properly within the purview of the 
Banks or more properly should have been paid for by the Board may be 
a matter of judgment difficult to ‘second-guess’.” 

Control of the shared expense fund by the banks did not ensure, in our 
opinion, that those funds were never improperly used to pay for some 
activities that involved FHLBB functions or responsibilities to a signifi- 
cant degree and therefore should have been paid for by FHLRB. Regard- 
less of who controlled the fund, using bank funds to pay for FHI,BB 

business for which congressionally appropriated funds were available 
would constitute an improper augmentation. 
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The close relationship between FHLBB and t.he district banks makes it dif- 
ficult in some cases to determine whether a particular study was made 
to carry out. or further a legitimate function of the FHLBB, t.he banks, or 
both. Relevant factors that should be considered include the following: 

l Which entity (FIILBB or the banks) requested the study? 
l To which entity were the study report and any recommendations 

directed‘? 
. Which entity was the primary beneficiary of the study‘? 
. What was the purpose of the study? 

As stated previously, FIILBB officials were unable to provide us with 
information as to its reasons for allowing the shared expense fund to 
finance these studies. Moreover, the FIILBB has no criteria for determin- 
ing when the shared expense fund may pay for all or part of studies 01 
other FHLHH-related activities. Based on the information that was avail- 
able to us regarding these studies, it is our view that these studies did 
involve FHLRR functions or responsibilities to a significant degree. There- 
fore, FHLBB should have paid for these studies using its own funds with, 
at most, a contribution from the shared expense fund for the part of the 
costs that related solely to the needs and responsibilities of the banks. 
Payment, of the entire cost of these studies out of the shared expense 
fund resulted in an illegal budget augmentation. 

Congressional Limitation Aside from the matter of whether FHLBB should have allowed all or a 

May Have Been Exceeded portion of district bank payment.s on its behalf, such practices pose risks 
of exceeding t.he congressionally established administrative spending 
limits. FHLBB'S limit, including FSLIC’S, was not exceeded for 1986. How- 
ever, the 1985 limitation of $26,834,000 would have been exceeded if 
the entire cost paid by others for special studies of $324,700 was an 
illegal augmentation. We were not, able to determine what porrion, if 
any, of the cost of t.he studies related solely to the needs and responsibil- 
it.ies of the banks and therefore should have been paid by the banks. 
Assuming the entire cost of those studies was an illegal augmentation, 
that amount combined with $186,996 of travel paid by others, would 
result in the 1985 limitation being exceeded by $210,000. In addition, 
the illegal augmentations of the budget. were nht fully disclosed to the 
Congress. 
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New Fund for Sharing 
Expense 

Although the shared expense fund was discontinued in October 1986, 
the district banks established a new “joint expenditures fund” in March 
1987. According to a district bank official, it has the same purpose as 
the shared expense fund. In view of FHLBB'S previous questionable, and 
in some cases illegal, acceptance of services purchased through such 
jointly operated funds, we believe stringent controls are needed to help 
ensure similar abuses do not occur with the newly established joint 
expenditure fund. 

Federal Reserve Board The organizational structure of FRB, with its 12 district banks, also pre- 

and District Banks 
sents circumstances for the sharing of expenses. Expenses for district 
bank personnel to work at FRB temporarily, as well as for systemwide 

Share Some Expenses studies or projects, are shared by FRB and its district banks. FRB'S budget 
process and internal policies provide for sharing of such expenses, sub- 
ject to budgetary limits established by FRB. While the FRR budget is not 
subject to congressional review and funding limits, the budget and 
expenses are reported to the Congress. It should be noted that FRR'S pol- 
icy prohibits payment of travel expenses, except for foreign travel, by 
its district bank or ot.hers. (See appendix III.) With respect to foreign 
travel, FRB has allowed payments of travel by host countries because 
this is permitted by the Foreign Gifts and Decorations Act of 1966, as 
amended. 

Salary FRB uses district bank employees for temporary assignments, including 
four in 1985 and six in 1986. According to the FRB controller, arrange- 
ments about which organization will pay salary and other costs are 
decided on a case-by-case basis. However, during our review, the con- 
troller’s office developed a policy to standardize such arrangements. 

Special bank personnel assignment.s are for a period of several months 
and are coordinated through a “system interchange program,” designed 
to take advantage of personnel with unique skills, to alleviate unusual 
work loads, and to provide developmental opportunities. Typically, 
when district bank personnel work at FRB, the district bank continues to 
pay the individual’s salary at the previously established rate, while FRB 

pays travel and temporary living expenses, During 1985, three district 
bank employees worked temporarily at FRB for 3 month to 9 month peri- 
ods under such arrangements, while five district bank employees did so 
in 1986. 
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Also during 1985 and 1986, FRR appointed two bank employees to 
assignments as deputy director of the Division of Banking Supervision 
and Regulation. FRR paid the salaries of both employees, while the banks 
paid travel, temporary living expenses, and other costs. The salaries 
were within bhe FHB salary scale. The FRB annual report fully disclosed 
both appointments. 

Projects Costs for certain project expenses are shared among the 12 district 
banks, while others are also shared with FRB. FRB'S principles, practices, 
and procedures to be used by banks in accounting for operating 
expenses? including those for projects, are specified in its Federal 
Reserve Planning and Control Systems Manual, known as the ~~4~s man- 
ual. The manual defines syst.em projects as “planned efforts that 
address a broad area and seek to meet long-range objectives or improve 
long-range productivity throughout the system.” In order for costs to be 
shared, such planned efforts must be recognized and identified as sys- 
tem projects by the Federal Reserve Conference of Presidents or First 
Vice Presidents or other groups named in the PXS manual. 

The 12 district banks, and sometimes FRH, share the costs of such 
projects on the basis of the extent to which each benefits. For example, 
a major expense shared by FRB and the district banks is the cost of oper- 
ating a Contingency Processing Center, which provides support for criti- 
cal data processing services in the event of major emergencies at district 
banks or the Federal Reserve Board. FRR pays 51 percent of the operat- 
ing cost and 80 percent of the capital cost of the center, while district 
banks pay the remainder. 

FRU'S Division of Federal Reserve Bank Operations publishes an annual 
report on the nat.ure of the system projects and their cost, which fully 
discloses such information to the Congress. 

Conclusions At FHLHB, the operation of shared funding arrangements has resulted in 
expenditures for FHLBB'S administrative expenses which have been 
neither subject to congressional oversight nor expressly authorized. 
Such expenditures for travel, salaries, and special studies were 
improper and constituted illegal budget augmentations. While t.he 
shared expense fund was discontinued in October 1986, there are no 
assurances that any joint expenditure fund subsequently established 
would not be susceptible to similar misuse, especially since FHLBB has no 
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criteria for determining when expenditures from such funds for board- 
related activities are permissible. 

We recognize that a legitimate need may exist for joint arrangements for 
funding common administrative expenses for organizat.ions such as the 
Federal Home Loan Bank System, which consists of a number of bank 
system entities. The potential for abuse, however, exists in cases where 
one or more entity is subject to limitations on its expenditures while the 
others are not. 

With the exceptions not.ed for FHLRB, we otherwise found that both 
boards have adequate internal policies governing administrative 
expenditures and, on the basis of our tests, their compliance with these 
policies was adequate. Some minor weaknesses in procedures or compli- 
ance were noted at both boards (see appendixes) and the cognizant offi- 
cials are taking corrective actions. 

Recommendations To ensure the completeness of the FHLBB budget, full congressional over- 
sight, and compliance with the administrative budget limitation, we rec- 
ommend that the FHLBB Chairman issue orders with the following 
provisions. 

l FHLBB must budget and account for all administrative expenditures and 
report such expenditures to t.he Congress. 

l Expenses shared among the district banks may not include expenses for 
activities related to functions or responsibilities of FHLBB to a significant 
degree unless the banks’ payments are limited to the portion of the 
activity that relates solely to their functions or responsibilities. 

l Criteria should be established for determining what types of expenses 
may be shared among FHLBB and the district banks. 

l The guidance provided in the March 2, 1987, Comptroller General deci- 
sion regarding FHLRR travel expenses paid from the shared expense fund 
should be incorporated in developing these orders. 

l Any shared expense arrangements must be fully disclosed to the 
Congress. 

Because FHLBB has a history of establishing joint funding arrangements 
with its district banks and not disclosing them to the Congress, we also 
recommend that the FHLBB inspector general make periodic compliance 
reviews of policies applicable to budgeting and disclosure of all adminis- 
trative expenses. 
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Agency Comments and We requested comments on a draft of this report from FKR and FHLBB. FKR 

Our Evaluation 
officials told us they would not submit written comments because the 
draft report did not contain recommendations to them. However, we 
informally discussed the draft report with FRB officials and incorporated 
their comments where appropriate. FHLBB provided written comments on 
our draft report. (See appendix VIII.) The comments stated that FHLBB'S 

inspector general had agreed to conduct periodic compliance reviews 
regarding budgeting and disclosure of administrative expenses. How- 
ever, FHLBB officials did not see a need to issue additional orders regard- 
ing the use of a shared expense fund because FHLBB intends to eliminate 
the fund. 

We are pleased that FHLBB'S inspector general has agreed with our rec- 
ommendat,ion to conduct periodic compliance reviews of policies appli- 
cable to budgeting and disclosure of all administrative expenses. 
However, we disagree with FHLBB'S conclusion that our recommendation 
to issue orders cont,aining specific guidance to reduce the potential for 
abuse is no longer applicable. 

Our recommendation that the Chairman issue orders was intended to 
provide for directives similar to the travel expense order issued on 
December 4, 1986. This order stated that FHLBB and FSLIC employees 
shall perform all official travel in accordance with current federal travel 
regulations, and reimbursement shall be made in accordance with these 
regulations and from funds approved by OMB and the Congress. Thus, 
travel was mandated to be reimbursed only by FIILBB and FSLIC. If FHLHH 

intends to have the same policy applicable to salaries and special stud- 
ies, it should be so stated in specific orders. Furthermore, because the 
practice of temporarily filling management vacancies at FHLBB and FSLIC 

with district bank employees paid by the district banks did not involve 
the shared expense fund, FHLBB'S intent to eliminate furt.her use of a 
shared expense fund does not address this improper practice. 

Current management’s stated intent to discontinue improper shared 
funding arrangements is a positive step. However: the fact that 
improper budget augmentations similar to those discussed in this report 
have occurred in the past demonstrates the need for a written policy 
that officially prohibits such augmentations of FHLBB administrative 
funds. With the passage of t.ime and routine personnel turnover, the 
force of verbally stated policies tends to diminish. We believe that the 
practices discussed in this report might not have occurred had clear, 
writ.ten policies on administrative funding arrangements been available 
to guide the decision-making process. 

Page 12 GAO/AFMD-88-33 FHLBB and FRB Administrative Expenses 

L’ 
; 

II 



B-l 14893 

Also, absent official, written criteria governing these areas, the potential 
effectiveness of the inspector general’s planned compliance reviews will 
be reduced. By their nature, such reviews measure compliance with 
established policies and procedures. We believe that FHLBB'S encourage- 
ment of such reviews, while declining to establish specific policies with 
which compliance can be evaluated, is inconsistent. 

In summary, we continue to believe that although FHLBB has stated its 
intent to eliminate further use of the shared expense fund, the Chair- 
man’s written orders are needed to clearly document and communicate 
the policy, as stated in our recommendation, and to incorporate a policy 
specifically relating to the temporary use and payment of bank employ- 
ees at FHLBB and FSLIC. 

Unless you publicly announce its contents earlier, we wi!l not distribute 
copies of this report until 5 days from its date of publication. At that 
time, we will distribute copies to the Chairman, Board of Governors of 
the Federal Reserve System; Chairman, Federal Home Loan Bank Board; 
and other interested parties upon request. 

Frederick D. Wolf‘ 
Direct.or 
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Appendix I 

Budgeting, Disclosure, and Oversight 

Neither FHLBB nor FRB receives any funds from the US. Treasury. How- 
ever, in 1936 the Congress mandated that the FHLBB budget for aclminis- 
trative expenses be reviewed through the hearing and approval process 
required for the appropriation of federal funds. FRB is not subject to 
such a requirement. However, congressional hearings and a new FRB 

publication have recently provided greater disclosure of the FRB budget. 
Both boards are subject to GAO audits and conduct their own internal 
audits as well. 

FHLBB Internal 
Budget Process 

FHLBB formulates its budget in a manner similar to that used by federal 
agencies. FHLBR prepares budget estimates on the basis of Office of Man- 
agement and Budget (OMB) guidance and, after int.ernal review and 
approval, submits the budget to OMB for review. The estimate is included 
in the President’s budget presented to the Congress, and the appropria- 
tions subcommittees of the House and the Senate hold hearings on the 
budget. 

Oversight and Disclosure 
of Administrative 
Expenses 

As previously noted, although FHLBB derives its funds from assessments, 
legislation requires an appropriation from the Congress for the board’s 
administrative expenses, The congressionally set limitation on adminis- 
trative expenses for fiscal year 1986 was $30,528,000; for 1985 it was 
$26,834,000. 

Although the annual appropriation legislation limits the amount FHLRH 

may spend on administrative expenses, it does not attempt to compre- 
hensively define the types of expenditures which FHLBB should consider 
as being administrative in nature, except for expenses relat.ed to pro- 
curement of services, training for state examiners, and official reception 
and representation functions. Within this latitude, FHLBB budget officials 
designate expenses which, in their judgment, relate directly to the pro- 
gram or mission of FHLBB or the Federal Savings and Loan Insurance 
Corporation (FSLIC) as being nonadministrative. Expenses which are 
deemed to support FHLBB'S or FSLIC'S mission are considered as being 
administrative for the purposes of the budget limitation. 

FHLBB provides detailed information on the types and amounts of 
expenses in each category in its budget submissions, and thus its alloca- 
tion between administrative and nonadministrative expenses is subject 
to congressional oversight. FHLBB'S records indicate that it operated 
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Budgeting, Disclosure, and Oversight 

within the 1985 and 1986 limitations since the total expenditures identi- 
fied as “administrative” did not exceed the limitations, However, as dis- 
cussed in our report, the fact that FHLBB allowed its district banks to 
fund certain administrative expenses raises doubts about compliance 
with the 1985 limitation. 

The FHLBB budget is presented in the Budget of the United States Gov- 
ernment-Appendix. In addition, FHLBB'S financial statements, which 
GAO audits, are usually included in its annual report, FHLBB is also sub- 
ject to other GAO audits, and, since 1984, has had its own inspector gen- 
eral, whom the board appoints and who reports to the Chairman. 

FRB Internal Budget 
Process 

Each spring, FRB begins developing its budget for the fiscal year begin- 
ning the following January. The process involves the members of the 
FRB, known as “governors,” especially the governor charged with admin- 
istrative responsibilities, as well as division management and the con- 
troller’s office. The governors assess needs, set objectives, make 
estimates, and issue a “budget guideline,” comparable to OMB'S “budget 
call.” The controller, staff director, and committees of governors review 
each division’s budget before consolidating the budgets and presenting 
them to the Board of Governors for approval in December. 

After cash requirements for the first 6 months of the budget year are 
determined, FRB assesses each of the 12 district banks an amount pro- 
portionate to its capital stock and surplus. The same process occurs for 
the last 6 months. 

Oversight and Disclosure The Senate Banking Committee held annual oversight hearings on FRB 

budgets from 1977 to 1980. There were no other hearings until 1986 
when the House Subcommittee on Domestic Monetary Pohcy of the 
House Committee on Banking, Finance and Urban Affairs held oversight 
hearings that year and again in 1987 following a Joint Economic Com- 
mittee study of the FRB budget status. A 1985 Congressional Budget 
Office report for the Joint Economic Committee concluded that subject- 
ing FRB to the federal appropriations process would pose a threat to its 
independence and that some changes in congressional oversight and FRB 

budget data might well meet congressional needs without presenting 
such a threat. 

At the hearings in 1986, the FRB Chairman presented the Congress with 
the first edition of Annual Report: Budget Review, a detailed report on 
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Budgeting, Disclosure, and Oversight 

the budgets of the Federal Reserve System-the board and the district 
banks. The most. recent edition presented at the 1987 congressional 
hearing, describes budgeted expenses for 1987, compares them with 
expenses for 1986 and 1985, and presents an analysis of system 
productivit,y. 

Other sources of information on FRB budget and expenditures exist as 
well. Since 1965, FRB operating expenses have been included, for infor- 
mational purposes, in OMB’S Budget of the United States Government- 
Appendix. FHB presents its financial statements, audited annually by an 
independent accounting firm, in its annual report, which it submits to 
the Congress as required by the Federal Reserve Act. 

Since 1978, FRB has had internal audit and review efforts under the 
direction of the governor charged with administrative duties. Also since 
19’78, when the Federal Banking Agency Audit Act. was passed, FRB has 
been subject to GAO audits.” FRB has recently taken action to strengthen 
its own int,ernal audit program. In July 1987, FRB established an inde- 
pendent Office of Inspector General (OIG). The OIG’s charter stipulates 
that the Board of Governors will appoint the inspector general, who will 
report to the board, and that the inspector general will be under the 
supervision of the Chairman.” 

‘We have issued about 35 audit reports on various aspects of FRB operations and have included FRH 
to some degree in approximately 50 other reviews. Two reports made recommendations to strengthen 
internal audit at FRB: Internal Auditing Can Be Strengthened in the Federal Reserve System (GAO/ 
GGD-80-59. August 8, 1980) and Internal Audit: Nonstatutory Audit and Investigative Groups Need 
To Be Strengthened (.GAO,‘AFMD-86-11, June 3,1986). 

“The former Assistant Controller of FRB was named inspector general on July 20, 1987. 
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Acquisition Policy 

The Federal Acquisit,ion Regulations govern federal agencies’ acquisition 
of supplies and services. FHLRB now follows those federal regulations,: 
and FRB’S policy is to conform to the concepts contained in the regula- 
tions. Our review of selected administrative expenditures made through 
contracts, purchase orders, and other acquisition documents disclosed 
that each board generally coniplied with its respective regulations. We 
tested compliance for such requirements as the appropriate use of requi- 
sitions, compet,ition, approvals, and accounting classifications. We 
reviewed 83 percent of FHLBB’S and FSLIC'S and 77 percent of FRB’S 1986 
expenditures for acquisitionsx We identified some minor weaknesses in 
practices at both boards, and, after discussion with the appropriate offi- 
cials, they took corrective actions. 

We also identified illegal FHLBB budget augmentations for special studies 
accomplished through shared funding arrangements. This issue is dis- 
cussed in detail in the section on special studies in the preceding letter. 

Federal Home Loan 
Bank Board 

The policies of both boards require competitive bidding to the maximum 
extent possible and written justification for awarding business to a “sole 
source” on the premise that the vendor is the only one able to provide 
the product or service. At FHLBB, acquisitions must be initiated with a 
requisition form approved by the aut,horized personnel in the request- 
ing, budget, and procurement divisions. 

FHLBB policies and procedures are published in it,s How-to-Do-It-Manual. 
However, we noted that FHLBB had not revised t,he manual since 1984 to 
reflect current dollar amounts of procurements which specific desig- 
nated officials may approve. In addition, the manual did not document. 
criteria for solicitation of competitive bids for purchases up t.o $10,000. 
\$‘e discussed t.hese matters with the Chief of Procurement, and he sub- 
mitted revisions to the administrative office which is responsible for 
updating the manual. 

During the course of our work at FHLBB, we questioned one contract 
regarding FHLBB’S adherence to its policies requiring use of competitive 
bidding to the maximum extent possible. The contract as initially bid 

‘In 1981, GAO criticized FIILBB procurement practices and recommended that the board adopt and 
comply with federal procurement regulations. See FHLBB’s Management of Its Procurement Activi- 
ties Should Be Improved (PLRD-81-18. May 13, 1981). 

“At FHLBR and E’SLIC, we used obligation data instead of actual expenditure data because the oblipa- 
tion data was more readily available. 
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was for building maintenance but had been modified and expanded to 
provide additional services and products. We discussed the contract 
with the inspector general, who was planning an in-depth review in 
1988 of FHLBB'S procurement practices. As part of that review, the 
inspector general will examine this contract. 

We found weaknesses in the assigned budget and accounting codes 
which identify the types of services acquired. Proper coding of expenses 
is necessary to ensure accurate budgeting and accounting, as well as 
accurate disclosure of services acquired. For example, we noted that 
FSLIC employees sometimes coded legal services and microfilming costs 
as “consulting,” while several vouchers payable to a public accounting 
firm for specified consulting services were coded as “other professional 
services.” In other instances identical contracts-same vendors and 
same services-were coded differently, possibly because the existing 
chart. of accounts has code numbers and titles only. We believe the lack 
of a chart of accounts with definitions for each code was the primary 
cause of the inconsistent classifications. Different groups assign the 
budget and accounting codes for FHLBB and FSLIC documents, a situation 
which makes it easy for inconsistencies to occur given the absence of 
written definitions. During the course of our review, the budget and con- 
troller’s offices prepared a draft chart of accounts with definitions. The 
FHLBB controller issued the chart of accounts in March 1988. 

Federal Reserve Board At the Federal Reserve Board, authorized personnel in the requesting! 
budget, and procurement divisions must approve acquisition requests. 
FRB policies also require that contracts for more than $2,000 be 
approved by the program analysis and budget section of the controller’s 
office. 

In November 1986, FRB issued its latest acquisition policies in a new 
Internal Administrative Procedures Manual. While overall we found 
that FRB generally complies with its policies and procedures in the trans- 
actions we tested, we found breakdowns in the procedures for filing 
financial disclosure forms by consultants and staff associates. An FRH 

policy requires that individual contractors who work for FRB as consul- 
tants (independent contractors) or “staff associates” (who work under 
the direct supervision of FRB personnel) file financial disclosure state- 
ments with the legal division to help avoid misconduct and conflicts of 
interest. During the course of our work, FRB officials developed new pro- 
cedures to ensure compliance with the financial disclosure policy. 
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Travel Policy 

The Federal Home Loan Bank Board follows the standard federal travel 
regulations! while the Federal Reserve Board operates under most of 
these regulations, with the major exceptions relating to t.ravel 
allowances for the Board of Governors. We reviewed a sample of FRB 

travel vouchers for governors and executive-level employees and found 
that they complied with applicable policies. At FHLBB, a similar review of 
travel vouchers also revealed compliance with the federal travel regula- 
tions. However, we identified illegal FHLBB budget augmentations for 
travel expenses accomplished through shared funding arrangements. 
This issue is discussed in the section on travel in the preceding letter. 

Federal Home Loan 
Bank Board 

Our examination of judgmentally selected travel vouchers for executive- 
level employees and of the work of the FHLBB inspector general for those 
employees and board members, indicated that the necessary controls to 
ensure compliance with federal travel regulations were in place and our 
testing of vouchers disclosed compliance with the regulations. 

Federal travel regulations provide for reimbursement on a lodging plus 
per diem system. They set a maximum daily rate, which is the actual 
lodging cost (up to a maximum) plus a daily allowance for meal and inci- 
dental expenses of $25 or $33, depending on the location of the travel. 

We tested for such requirements as authorization, documentation, 
voucher accuracy, and appropriate reviews. In addition, as part of our 
1986 financial statement audits of FHLBB and E‘SLIC, we examined a judg- 
mental sample of travel vouchers for such requirements as authoriza- 
tion, advance processing, supervisor signatures, and posting to the 
general ledger. However, we did not sample travel vouchers for the 
board members because the FHLBB inspector general conducted extensive 
reviews of their travel for 1986 and prior years. The inspector general’s 
work focused on two issues regarding travel expenses: (1) compliance 
with policy and procedures in processing the former Chairman’s vouch- 
ers and (2) the extent. to which any payments made by district banks, or 
others, for expenses of individuals who worked for the board duplicated 
board payments, 

Regarding processing of t.he former Chairman’s vouchers, the inspector 
general identified numerous problems such as missing signat.ures or 
inadequate accountability for airline tickets. The audit. report states, 
however, that. the findings “should not be taken as representative of 
travel voucher processing for all FHLBB employees’ vouchers,” We noted 
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this limitation, and in our review examined other vouchers using the 
same criteria used by the inspector general. 

The FHLBB inspector general audit for double reimbursements found 11 
“possible double payments” totaling $875. Only three cases (for two 
board members and one executive-level employee) involved over $100. 
The individuals involved disagreed with the inspector general’s opinion. 
The inspector general referred his findings to the controller for any col- 
lection action he deemed necessary. The controller collected payments in 
two of the three cases. 

Federal Reserve Board Our review of travel vouchers for governors and executive-level 
employees revealed compliance with FRB'S travel policies. Further, our 
testing indicated that appropriate controls were in place for the process- 
ing of travel vouchers. Such t,esting considered the requirements for 
travel authorizations supporting documentation, accuracy of vouchers 
and voucher reviews. However, FRB had some additional, unique provi- 
sions regarding travel. 

The noteworthy differences between FRB travel policy and federal regu- 
lations relate primarily to governors of the board. For example, the gov- 
ernors are allowed “actual necessary” Wansportation expenses and may 
fly first class. Governors can claim either per diem at $46 or their actual 
expenses, plus actual cost of lodging, for which FRR has not set a maxi- 
mum. FRB policy also allows officers (executive-level employees) and 
other employees actual transportation expenses and a per diem up to 
$33, plus actual cost of lodging with no set maximum. Regarding FRB'S 

travel policy of no maximum lodging cost, FRB officials informed us that 
all travel claims are audited and the lodging costs are assessed as to 
their reasonableness and excessive claims are subject to adjustment. 

FRB'S travel policy states that the board will pay for all travel expenses 
incurred on board-related business. Its policy does not permit payments 
of such expenses by its district banks or by others. Our review of travel 
vouchers substantiated this policy. We found four instances in which a 
district bank or other party (a professional association) initially paid 
some travel expenses such as a deposit on a hotel room at a meeting site, 
but FRB subsequently had reimbursed such payments. 

One exception to this travel policy relates to foreign travel. As provided 
by the Foreign Gifts and Decorations Act of 1966, as amended (5 U.S.C. 
7342(c)), federal employees are permitted to accept gifts of travel 
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expenses for travel entirely outside the United States. FRB operates 
under this policy and our sample revealed two instances when its Chair- 
man traveled on aircraft provided by the host country. 
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Appendix IV 

salary Policy 

In addition to our review of the special salary arrangements discussed 
previously, we reviewed the salary policies and procedures of both 
FHLBB and FRB. Their pay scales were virtually the same because FHLBB is 
legislatively required to follow the federal pay scale, while FRB had cho- 
sen to do so. In addition, the law sets salaries for FHLBB and FRB chair- 
men and members. Salary and benefits represented approximately 60 
percent of FHLBB'S operating expenses in 1986, and approximately 69 
percent in 1985. (See appendix V.) However, FHLBB personnel expenses 
decreased for 1986 because of the transfer of examination staff to the 
district banks. At FRB, salary and benefits in 1986 and 1985 represented 
71 percent and 73 percent, respectively. (See appendix VII.) Our testing 
of the FTILBB payroll syst.em and review of the independent public 
accountants’ testing of the FRB system showed that necessary controls 
were in place to ensure the accurate processing of salaries and related 
payroll transactions. 

We also identified illegal FHLBB budget augmentations for salaries accom- 
plished through shared funding arrangements. This issue is discussed in 
detail in the section on salaries in the preceding letter. 

Federal Home Loan 
Bank Board 

FHLBB has been subject to federal pay scales since 1949. The Classifica- 
tion Act of 1949 provided that unless the act or an agency’s enabling 
legislation specifically exempted an agency, agencies subject to the 
appropriations process were subject to the government’s civil service 
system. Further, as with any agency subject to the appropriations pro- 
cess, OMB limits the number of personnel FHLBB may employ. During fis- 
cal year 1986, the limit was 561 for FHLBB and 298 for FSLIC. 

FHLBB, therefore, uses the federal government’s four pay scales: the 
“general schedule,” “wage board, ” “printing schedule,” and “senior 
executive service.” The vast majority of FHLBB and FSLIC employees are 
paid according to the general schedule. The general schedule salaries in 
1986 ranged from $9,000 for the lowest level (grade 1) to $69,000 for 
the highest legally established level. The majority of those paid on the 
general schedule at FHLBB are at the grade 12 and higher levels. FHLBB 

executives are paid according to the senior executive service (SES) sched- 
ule, which ranged from approximately $61,000 to $72,000 in 1986. As of 
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January 1,1986, FHLBB had 11 such executives, and FSLIC had one. How- 
ever, the law sets salaries of the FHLBB Chairman and its two members, 
which were approximately $74,000 and $72,000, respectively, in 1986.” 

Our compliance testing of FHLBB’S payroll function involved a sample of 
senior executives. We examined time-and-attendance records, the 
biweekly payroll summary, employee earning records, and payroll per- 
sonnel records, We found no discrepancies in the data, and all salary 
levels were in accordance with the Office of Personnel Management’s 
(OPM) salary scales. We examined the bonus and awards file and found 
that FHLBB also awarded bonuses within the ophf-prescribed limits. 

In addition, we reviewed control testing of the payroll system, including 
payroll interface with FHLBB’S automated accounting system, which we 
performed as part of our audit of FHLBB’S financial statements. We did 
not identify any significant control weaknesses related to the payroll 
and personnel system. We therefore concluded that the necessary con- 
trols and procedures were in place and working in the payroll and per- 
sonnel system to ensure the accurate processing of salaries and related 
payroll transactions. 

Federal Reserve Board The Federal Reserve Act specifies that FRB can determine its own 
employment, compensation, and benefit polices. Since FRB has never 
been subject to the congressional appropriations process, the Office of 
Management and Budget (OMB) t.herefore has no control over FRB funds. 
FRB’S policy, however, has been to keep its salaries in line wit.h t,hose of 
the federal government and to determine grade levels by using methods 
comparable to OPM job evaluation standards.l’l Like the federal govern- 
ment, FRB has four basic pay scales. As with FHLBB, the law sets salaries 
for the FRB Chairman and members, which were approximately 875,000 
and $74,000, respectively, as of January 1, 1986. 

The FRB regular salary schedule is comparable to OPM’S general schedule. 
Almost 1,300 of the over 1,500 FRB employees are paid on this schedule, 
which ranges from $9,000 to a maximum of $68,000. 

“The pay of executives in bank regulatory agencies is discussed in a GAO report, Federal Pay: Execu- 
tive Salaries in Government-Related Banking Organizations (GAO/GGD-87-68F8, April 30, 1987). 

“‘Subsequent to our review, FRB announced plans to change its method of determining salaries by 
moving to a more market-based structure. Implementation of this change is scheduled to begin in 
1989. 

Page 26 GAO/AFMD-88-33 FHLBB and FRB Administrative Expenses 



Appendix IV 
Salary Policy 

Executive FRB personnel, referred to as “officers,” have a four-level pay 
scale, each with a salary range. This schedule differs somewhat from 
the government’s SES schedule in that its ranges overlap and its lowest 
amount, $53,000, overlaps FRB'S top grade on the regular schedule. FRB 
believes this scale provides greater flexibility for executive 
compensation. 

To determine if FRB has adequate compensation and benefit policies and 
procedures in place and working, we examined the related work of FRB'S 
independent public accountants for 1986. We reviewed and discussed 
the compensation and benefits audit program with the account.ants and 
reviewed their working papers. Their audit program included @acing 
payroll transactions for a sample of employees over two pay periods 
reconciliations of cash transfers between accounts, evaluation of the 
accounting system and its controls, and other steps. The independent 
accountants found no exceptions in their compliance testing and con- 
cluded that the compensation and benefit function was a low-risk area. 
On the basis of our review of the independent, accountants’ work, we 
determined we could rely on their evaluation and did not conduct any 
additional audit work in this area. 
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Amendix V 

Federal Home Loan Bank Board 
Administrative Expenses for 1985 and 1986 

Dollars in thousands -.- 
1986 -1985.-- 

Expenses --... .-~ 
Personnel expense 

Amount 
$16578 

Percent 
of total 

53.12 

Amount Y-tK3 -~..-..- 
$38.527 61.43 

Benefits 2,154 6.90 4,689 7.48 

Benefits-former personnel 50 0.16 71 0.11 

Transportation: .~--.---.- 
Per diem 

.________--- --. 
497 1.59 6 007 9.58 

Other 9 0.03 33 0.05 
Fares 370 1.19 599 0.96 

Relocation 0 0.00 11 0.02 ~.-. _______-- -______--.--..-. -- 
Board leased vehicles 9 0.03 8 0.01 

Total transportation 885 2.84 6,658 10.62 

Other services. 

Computer time 
--______._______-. --_______ ---_____ ..~. -. 

68 0.22 67 0.11 

Data conversion 110 0.35 73 0.12 

Maintenance 328 1.05 237 0.38 

Software lease 

Program, systems modrfications 

--. - .-.~- 

..-__- .~-- . ..~ 

Training --- 
Health program 

Telecommunrcations 

Productivity gainsharing - 
Legal ---~. 
Consulting ~-.- .---_ 
Auditing ~- 
Professional services, other 

167 

42 0.13 49 0.08 

0.54 149 0.24 

--~-~.________-- .-... -- ___- 

-.-~-- -~- 

451 

~.. 

1.45 593 0.95 

-- ~-. 

~-~--- 

_____. 

43 0.14 80 0.13 

--~ 

-~ 

138 0.44 

..______~_... 

164 

~-. 

0.26 

..- 
N/A WA 5 0 01 .-. .~-. .-- 

9 0.03 26 0 04 .- ~.- .~ -.~..- .- 
16 0.05 108 017 ~________. 

225 0.72 197 0.31 - .- ~-- - ..~-..-- 
94 0.30 95 0.15 

Temporary clerical 263 0.84 216 0.34 -~ .--- ________.~ -. ________ ---... 
Leasehold improvements, noncapital N/A N/A 159 0.25 ----- -~- --. --- ~.-- _____._________~ ~ -~. -.- 
Repairs to furniture 123 0 39 243 0.39 --~- -_________- -__________-- ~--- 
Movina-labor 1 0.00 2 0.00 
Press, news servrce --.-... 
Reception and representation --.- 
Transcription service - --. 
Security investigations 

Special studies 
Advertising 

Printing equipment maintenance 

33 0.1 1 11 0.02 .._.~. _____....- 
1 0.00 1 0.00 

005 ___ -- 16 23 0.04 .--____- .-- 
3 0.01 (1) 0.00 ~~.. 

15 0.05 (43) (0.07) ~. 
16 0.05 12 0.02 --- 

N/A N/A 3 0.00 

(continued) 
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Federal Home Loan Bank Board 
Admiaietrative Expenses for 1985 and 1986 

1986 1985 
Percent Percent 

Expenses Amount of total Amount of total . ~.. ~.._~~.~..~_ .-___-..~-.--...---..-___ ~-..-- 
Miscellaneous services, other 132 0.42--.-.-.-150 0.24 

Storage household goods 2 0.01 20 0.03 _.____.-- ~....... ---.___ -.- 
Federal Financial lnstltute 136 0.44 125 0.20 --_ .~.- ~.~ ----.~ --- -_-. 
MicrofIlm duplication 37 0.12 19 0.03 __ .~..~-.~~~ ..-^ . ..~. .~.________ ~..~... ~-. 
Building management 127 0.41 75 0.12 -- ~~.- .--.- .~.. .~. 
Repairs, maintenance 148 0.47 ~____- (194) (asi, .--.. .~- -.~-~ .~--. -.. ~. ____. --~ ._____-. -- --.- 
Guard service 389 1.25 358 0 57 - -__. ~.- -_ -- - ..-- .._______.-... .-.- . . . -...-~- 
Office moves 398 1.28 98 016 -.-.-.... ~..~ .-~-- _ -_.... ___ .-____. -.. - -. --~- ..-___ . ..--~-. .____. -~ 
Insurance 17 0.05 18 003 

Custodial services 310 0 99 304 0.48 ---. .-- - .--~ --.- _.-- -.__-.-. .-.--... ~_.. .._-. .-~ ~. -. .-______-~~ 
Landscaping-maintenance 75 0 24 20 0.03 - .__ .--~ ~. .~~~. ~. -~-. ._~~. -~~~ ~. .- -- . --..-~--. .- 
Rink oDeratIons 2 0.01 122) (0.04) 
Courtyard, pool deck 13 0.04 5 0.01 ~~~~ -___.. ---~-... _--..----.-.-- 
Heating. ventilatron, air conditioning 1,048 3.36 285 0.45 ---. --. .~-- 
Safety, other 43 0.14 14 0.02 _- -.. ~-~. _-- -_.. ..-.. - -..-._ .- --.. Mail service onerations 60 0.19 N,A -~..-NIA 

Total other services 5,099 16.34 3,744 5.97 

Subtotal administrative-Woe exbenditures 24 766 79.36 53.689 85.61 

Subtotal rent, utilities, supplres, other 6 444 20.64 9,024 14.39 __..- ---.~~.-- --.-- 

Total Operating Program $31,210 100.00 $62,713 100.00 

Notes 
1. Effective July 6, 1985, all field examinatron functrons and FHLBB personnel previously asstgned IO 
and under the drrection of FHLBB’s Office of Examrnatrons and Supervrsron were transferred to the 12 
distnct banks. This transfer resulted In a srgntficant reductton in FHLBB personnel and thus its 
expenses for salary, beneftts, and travel Also, those expenses for examrners were not part of the con- 
gressionally lrmited admrnrstratrve expenses Therefore, the figures in this appendix cannot be com- 
pared to the congressronally lrmited budget data presented earlter In thus report 

2. Negative amounts in parentheses reflect year-end accrual adjustments. Income from the rink opera- 
tions IS also presented In parentheses 

3. N/A IS defined here as not appltcable 

Source: FHLBB Controller’s Office. 
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Federals Savings and Loan Insurce 
Corporation Administrative ECxpenses for 1985 
and 1986 

Dollars in thousands 

Exoenses 

1986 1985 
Percent Percent, 

Amount of total Amount of total 
Personnel expense $10,114 0.16 $4.990 0.31 

Benefits 1,150 0.02 584 0.04 
Transportation: --~.- 

Per diem 647 0.01 349 0.02 

Other 5 0.00 9 0.00 ~.. -. --~-... 
Fares 477 0.01 277 0.02 

Total transportatron 1 129 0.02 635 0.04 

Other services: ~--..~ . . . ~ .-..- ~ --.. 
Computer time ---... --~ ~-. -____ 
Data conversron 20 0.00 21 0.00 

-- Maintenance 59 0.00 N/A N/A 
Program, systems modification 86 0.00 43 0.00 -... ____~- ..~._ --~___ --______-._____ 
Telecommunications 1 0.00 1 0.00 --._ 
Software lease 27 0.00 11 0.00 

Trainina 174 0.00 98 0.01 

Health program 9 0.00 9 0.00 

~-- Tax, assessments 1,540 0.02 1,015 0.06 
---- 

.~- 
Insurance 443 0.01 143 0.01 ~.-.- .-..- 
Appraisals. inspection 49 0.00 82 0.01 _.- --_ 

- 
.- ..-- --. 

Closed real estate owned WA WA 3 0.00 .--~- 
------. Service agent, management fees 1,118 0.02 617 0.04 -.---.--...--. ~--. _~.. 

Real estate maintenance 1,844 0.03 548 0.03 

- 
~~--.- ~- ..-___. 

Consulting 2,195 0.03 1,875 0.12 --~_-~ ____--~.-. 
Auditing 1,177 0.02 702 0.04 ---~-- .._~. 
Professional services, other 1,182 0.02 37 0.00 _-._- --..- 

-- 
-. 

GAO audit 310 0.00 137 0 01 

------______- -- Temporary clerical 858 0.01 479 0 03 ~ -- 
Leasehold improvement, noncapital 12 0.00 N/A N/A ..-~-- --~-. - --..-________-- ..- _____ .-. ..-. 
Repairs to furniture 20 0.00 13 0 00 . . . ..-- -. .- ....~_. 
Transcnption service 56 0.00 21 0 00 

Special<tudies 125 0.00 21 0 00 - ~--... . ..~.. - 
Advertising 20 0.00 20 0 00 

Miscellaneous services 768 0.01 1,034-.-.- 0.06 -.-~_..- - - --- 
Storage household goods 4 0.00 21 0.00 -- -.-~ - 
Microfilm duplication 18 0.00 N/A N/A --. .~ ~-- ~-.. .- 
Collected fees 37 0.00 30 000 ---~ 

(continued) 
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Appendix VI 
Federal Savings and Loan Insurance 
Corporatim Admiuistrative Expenses for 
1985 and 1980 

Expenses .-i_-.----.-----. 
Loan service expense -_- .-_~~__ 
Pettv cash expense 

1986 1985 
Percent Percent 

Amount of total Amount of total -_-.-- ______.. 
84 0.00 168 0.01 -..~- 

167 0.00 N/A------ N/A 
.I-- ’ -...!-. 
Portfolio manaqement fees 62 0.00 113 0.01 

Legal expense-problem cases 1,327 0.02 N/A N/A ~-. ~ ..-~ ._________ .~ 
--.~ Contracted audits 789 0.01 645 0.04 ~. ~._. .-- .~ 

General leaal expenses 15.540 0.25 13,212 0.82 

Appraisals and inspections --- ~.. 
Supervisory exam fee -. 
Sales expense, closing costs .-- .-~~--. .~~- ~ .~ 
Interim interest expense 

85 0.00 54 0.00 -~ 
N/A WA (6) 0.00 -. .- 

11 0.00 60 0.00 

N/A N/A 46 -.-~ 0.00 

Miscellaneous 

Cost, settlement of liquidations 
Service rendered by FHLBB ._.-. ~~.~. - 

Total other servrces 

5 0.00 32 0.00 .~-. ______- 
30 0.00 4 0.00 -.~ 

25,000 0.40 25,987 1.61 -_____.. -. 

55,425 0.88 47,389 2.93 

Subtotal administrative-type expenditures 67,818 1.08 53,598 3.32 --~ ~-- --~ ______~ 

Subtotal provision for possible future Insurance losses, rent, supplies, other 6,227,005 98.92 1563,051 96.68 

Total Operating Program 

Notes 

$6,294,823 100.00 $1,616,649 100.00 

1. N/A is defined here as not applicable. 

2. Negative amounts in parentheses reflect year-end accrual adjustments 

Source: FHLBB Controller’s Offlce. 
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Appendix VII 

Federa Reserve Board Administrative 
ECxpenses for 1985 and 1986 

Dollars in thousands ~~.... --. ..-.- ..-_._ - .-- --...- -...-. .- .-~_____ 
1986 1985 

Percent Percent 
Expenses Amount of total Amount of total, .__-. ____~ 
Salaries $53.822 64.39 $53.623 65.59 
Benefits 5.463 6.54 6,118 7.48 -- --. .--.. ..- ..--_. -_ .--- --. ~..____ ~~---___-. .-_-. 
Fees 188 0.22 132 0.16 
Travel expenses: -~ 

Domestic 
.--. ..-_-.. --.~. ~____ ~ ..~ __-.. ..-. 

983 1.18 945 1.16 

Foreign 334 0.40 281 0 34 
Field staff 

.--. -~ ~- ~ -- - .-.. 
640 0.77 540 0 66 -~ - -... .-... .._.... .- .-- ---. .--_ ~..---.. - 

Training program 176 0.21 171 021 ---. .--.. ..-.. ._- .._-.. .--. ..~... 
Movina expenses 239 0.29 155 0.19 

Applicant 44 0 05 23 0.03 

- Consultant 126 0.15 115 0.14 

Total travel exoenses 2.542 3.04 2,230 2.73 
Rentals: 

Auto rentals 3 0.00 4 0.00 ~- -- . . . ..-.- ___-. _ . . . ..-- ..-. .- - -. --.-____ ---.____- -__.-.--.-..-. 
Leasedspace 276 0.33 252 0.31 -. ~ ..~ --______.- 
Miscellaneous rentals 120 0.14 242 0.30 
Leased space maintenance 24 0.03 17 0.02 

Utilrties-leased space .-~ 
Computer rental 

Rental of word processors 

11 0.01 8 0 01 
1,716 2.05 1,969 2.41 --- 

452 0.54 451 0 55 
Computer, miscellaneous income (244) (0.29) (162) (0 20) 

Total rentals 2,358 2.82 2,781 3.40 

Contractual professional servrces: -_.-. .._ - --. _ ._-... _-.. .-. ..- -.... --.. __. .- _-.. .-. 
Transcribing and reporting services 5 0 01 12 0.01 .--.-~~ ~. .--._. .~ __-- .._ .___ ~~-. - 
Physical examinations program 25 0.03 34 0 04 .-- _-_- -__ . - _......_... .__ ..--. .--. - - .~~~_. ~~.~.~ --. .._~ _~~. .._._ ~.. 
Laundry and dry cleaning 42 0.05 49 0.06 ..--____ __-.. 
Instructors training program 114 0.14 67 0.08 -~ ..-. _--- - _______~.-- .-.. -~-~ ~~ 
Audit of books and review of examrnation procedures 117 0.14 110 013 -.. 
Legal and consultant fees 512 .__- 0.61 336 0.41 

Outside graphic artwork 3 0.00 1 0.00 .~-- _... --. ..-~. .- ..--- ..~__ 
Outside data entry servrces 17 0.02 15 0.02 -_- -__- ..-.-. 
Surveys and studies 217 0.26 125 0.15 -.~_--...-~-~.. 
Outside computer services 783 0.22 101 0.12 

-&her 
~-.. .-. .--. ..- . .- -. .~ .--~- ..-..-_ .._.. _. _---~________ ~.- .-~~. ..- ..- 

53 0.06 61 0 07 - --... -...- -..-- .-... -- -..- ~ - ..~___. .~-.. .____ -. .- ___..______- --.---...-- 
Temporary agency fees 164 0.20 125 0 15 ___~--.- 

-?ustodial fees 
.- . -.. -. -. -..- - -. .~. __..___ --.-. .-- 

322 0.39 258 0 32 ___..________ -______ 
(continued) 
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Appendix VII 
Federal Reserve Boanl Administrative 
Expense8 for 1985 and 1986 

Expenses 
News ticker service --.-______~ 
Trash removal and extermination ~~- 
Data processing ~.-~ 
Word processing software ~--. -- 

Total contractual professional services ~-- -.-~ 
Tuition, registration, and membership fees: ---~~- ~.. ~..-. ..~ 

Tuition ~ ..~. ~~.. -- Registration fees 

-~ -~~ 
Membership fees ~..~-~.. 

1996 1965 
Percent Percent 

Amount of total Amount of total ~- 
102 0.12 70 0.09 

31 0.04 35 0.04 -__ -- .- 
1,938 2.32 1,152 1.41 

---- 60 0.07 49 0.06 --~ ~. .-__ 

3,905 4.67 2,600 3 18 .~ .-- 

-~--. __. .- 
177 0.21 197 0 24 407 0.49 2g3 -.-~..-36 

-____..~.- 
7 0.01 5 0.01 

Total tuition registration, and membership fees 591 --~- -.~ 
Subsidies and contributions 703 _-~ ~- --~-. -.--.~-- 
All other: --I -------- -_____ 

Security clearance investigations 13 

-Official dinners and receptions 
~.. ~_~ 

53 ~-~-~.. 
Meals for official guests 91 ---- 
Insurance 57 _~~... ~..~ 
Misceltaneous 110 - _-~~.- ______- 
Miscellaneous income (11) -~~~.~ ~. 

Total all other 313 --~-. 

Subtotal administrative expenses 69,885 - ~-~-~..~. 

Subtotal utilities, printing, supplies, other 13,700 --~ .~ 

Total ODeretina Proaram $83.585 

0.71 495 0.61 _______.-. -.-- 
0.84 795 0.97 

____- ____.- 
0.02 18 0.02 ____ --. ~... 
0.06 75 0.09 ~~.. .-- -~- 
0.11 119 0.15 -______ .____ ~ 
0.07 24 0.03 -_ 
0.13 67 0.08 ~~______ 

(0.01) (91) (0.11) 

0.37 212 0.26 ..-____- ~-.- 

83.61 68,986 84.38 ..____ ..-~ 

16.39 12,775 15.62 

100.00 $81.761 100.00 

Notes: 
1. Government agencies such as the Department of State and FHLBB receive congresstonal approval 
for actrvitles such as official dinners and receptions and meals for offlciai guests. Such funds are usually 
identified in the appropriatjon as being for “Official Reception and Representation.” 

2. N/A is defined here as not applicable 

Source: Federal Reserve Board, Office of the Controller. 
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Lumendix VIII 

Comments From the Federal Home L~~JI 
Bank Board 

1700 G Stmat. N.W. 

Wehington, DC. ZOS!K? 

Note: GAO comments 
supplementing those in the 
report text appear at the 
end of this appendix. 

Federal Home Loan Bank Board 

AFR I 8 1988 

Mr. Frederick D. Wolf, Director 
Accounting and Financial Management Division 
U.S. General Accounting Office 
Washington, D.C. 20548 

Dear Mr. Wolf: 

See comment 1, 

See comment 2. 

See comment 3. 

This is in response to your March 1, 1988 request for comments on 
GAO’s draft report on Administrative,Expenses at FHLBB and FRB 
for 1985 and 1986 (B-114893). The report’s major thrust centers 
around the Board’s use of the Federal Home Loan Bank’s shared 
expense fund for financing Bank Board travel expenditures, 
payment of salaries for some Bank Board officials, and payment of 
certain special studies performed by outside contractors. The 
GAO concludes that the use of this financing arrangement has 
resulted in expenditures for FHLBB’s administrative expenses 
which have not been subject to congressional oversight nor were 
they expressly authorized. 

Notwithstanding the Agency’s arguments in support of a shared 
expense fund, the Bank Board decided to eliminate any confusion 
surrounding the use of this fund. In this regard, the Chairman 
issued Order Nos. 700 and 702 on December 4, 1986 and December 9, 
1986, respectively, which preclude using any shared expense fund 
for payment of Bank Board related travel expenses. Moreover, it 
is this Agency’s intent to eliminate any further use of a shared 
expense fund between the FHLBanks and the Bank Board. 

The FHLBB’s Inspector General has agreed with your recommendation 
that he conduct periodic compliance reviews of policies 
applicable to budgeting and disclosure of all administrative 
expenses to ensure that established policies are strictly being 
followed. Therefore, with the elimination of the shared expense 
fund and with the Inspector General’s stated review policy, many 
of GAO’s recommendations are no longer applicable. 

We believe that disagreements over whether an expense item 
should or should not have been paid by the shared expense fund is 
not indicative of the Bank Board’s failure to properly budget, 
account for and report its own expenditures. 
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Appendix VIII 
Comments From the Federal Home Loan 
Bank Board 

L 

Mr. Frederick D. Wolf, Director 

We appreciate the opportunity to provide comments before the 
report is issued. Please contact Jim Deemer, Controller, if you 
have any questions. Jim may be reached on 377-6140. 

Sincerely, 

Gregory D. Rothwell 
Executive Director- 
Administration and Human Resources 
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Appendix VIII 
Comments From the Federal Home Loan 
Bank Bsard 

The following are GAO'S comments on the Federal Home Loan Bank 
Board’s letter dated April 18, 1988. 

GAO Comments 1. Discussed in agency comments section of report. 

2. Discussed in agency comments section of report. 

3. Our report notes that to ensure the completeness of the FHLRB budget, 
full congressional oversight, and compliance with the administrative 
budget limitation, FHLBB needs to budget and account for all its adminis- 
trative expenditures and report such expenditures to the Congress. 
Whenever a shared expense fund, a joint expenditure fund, or any other 
funding source is used to pay any FHLBB administrative expenses, and 
such expenses are not included in FHLBB'S budget, FHLBB is not properly 
budgeting, disclosing, and accounting for all administrative expendi- 
tures incurred on its behalf. Our report shows t.hat this condition existed 
at FHLHB and recommends actions to prevent its recurrence. 
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